Summary
This paper recommends that the secrecy long associated with the allocation of Health Service revenue should be replaced by an objective formula applied to areas and districts. In this way the allocations should be "fairer" and the different tiers of management within the reorganized N.H.S. would have a greater incentive for the better use of their resources. The Department of Health and Social Security has demonstrated its desire to be frank and objective in revenue resource allocation and it now remains for the other tiers to follow suit.
History
It is difficult to ascertain the logical basis on which resources have been allocated in the N.H.S. Revenue has traditionally been allocated to regional hospital boards and to boards of governors of teaching hospitals largely in proportion to the 1948 allocations,1 which were themselves presumably based on the expenditure of the existing local authority and voluntary hospitals. The expenditure on local authority health services has been largely under the control of the authorities and levels of expenditure have varied considerably.2 Because of the mode of payment of general practitioners, executive council expenditure has been controlled rather differently and will not be considered here.
The hospital service accounts for about two-thirds of N. Thus if local management is to manage really effectively the overall level of resources managed should not be greatly reduced if a particular policy option is implemented. The actual upper limit on this reduction which would be consistent with the management feeling able to consider the whole range of options available will of course vary with each set of options considered.
One method which has been tried is that local management may "keep" 50% of any savings which it makes in a service. Such arbitrary rules, while being better than no incentive to divert resources, may well apply to only a few situations.
If, however, financial allocations are entirely independent of the way finance is used locally, then local management will probably consider a wider range of options for a particular service and will be more likely to finance developments from the rationalization of existing services. In particular, local representative groups such as community health councils would be more sympathetic to a possible reduction in the level of a service if they knew that the health service of their territory would not lose resources overall. the sector within a district. Clearly there is a place for higher tiers to monitor progress and to formulate broad brush policies which would limit the range of options of lower tiers. But there is a danger that higher tiers may limit the options of lower tiers excessively; the risk of this presumably increases with the number of tiers and with the complexity of the planning process.
Revenue Formula The reorganization of the N.H.S. presents a great opportunity for the development of a framework in which local managements can manage effectively. One way of achieving this would be by the use of a formula for the "fair" apportionment of resources between the managements of a lower tier. Indeed, one dramatic change in the process of resource allocation was made in 1970 when the D.H.S.S. introduced the Crossman revenue allocation formula for allocations to regional hospital boards (excluding teaching hospitals). This is described in the appendix. The formula, which was to be progressively implemented over this decade, established for the first time that revenue was to be allocated according to specified objective criteria and that about 5000 of the allocation would be independent of existing levels of provision. It, therefore, made the mode of allocation open for all to see and discuss; made allocations more equitable (while the formula may be criticized on the aspect of "fairness" it is nevertheless "fairer" than the previous system); and encouraged regional hospital boards to manage their resources more effectively.
PRE-CROSSMAN MANAGEMENT
This formula is presumably being adapted to cover the allocation of all revenue to regional health authorities with the exception of the services administered by the family practitioner committees. But, in spite of this lead from the D.H.S.S., in England most of the allocation of revenue by regional health authorities and area health authorities is on the basis of the pre-Crossman style of management. One reason for this may be that while the Government decided to implement the Crossman formula during this decade by bringing up the level of hospital provision of the worse off regions, a similar levelling up process between areas and districts would take a very long time indeed. This is because differences in per caput revenue expenditure are greater; less growth money is available now; and while only about 50% of the Crossman formula is independent of the existing level of provision it nevertheless was planned to take a decade for implementation between regions at earlier rates of growth. Therefore, if formulae for allocations to areas and districts are to be implemented within a reasonable time scale, some areas and districts will suffer a reduction in their revenue. This particularly applies in those regions which will have the lowest rates of growth under the Crossman formula.
It may be argued that the time over which a formula could be introduced fully will depend on the existing stock of facilities and manpower. For example, if an area is short of acute hospital beds, then it is theoretically possible that all of the shortfall in revenue could not be efficiently devoted to the community services to compensate for the lack of beds. Nevertheless, a large measure of positive discrimination is appropriate in the provision of community services to compensate for bed shortages. It seems unlikely that with the time taken for the progressive implementation of a formula excessive resources would be devoted to the community services before the hospital facilities could be improved.
INDEX OF NEED
A formula for the allocation of revenue which follows the general lines of the population element of the Crossman formula could 383 be easily constructed to take account of the size, age, and sex of the population, teaching commitments and population flows for generalized and specialized care. Such a formula should take account of the different health care needs of different communities. But a quantification of need is difficult because firstly, an overall assessment of need involves the value judgements of both authority members and professionals, and secondly even if these value judgements were specified there is insufficient scientific knowledge to quantify them. It may be possible to construct a consistent but arbitrary index of need from individuals' value judgements, and it may be that one can then rank areas and districts with some confidence. One would still be left with the major question of relating a given index value to a "fair" level of provision. Thus an arbitrary allowance for need will probably have to be made. The fact that such an allowance is arbitrary should not discourage the adoption of a formula: there are advantages in the allowance being stated explicitly, instead of being considered implicitly and concealed in a mass of other factors.
If the present allocation of revenue really largely takes into account the factors already mentioned, then clearly it would be very difficult to construct a formula which would make the allocation of resources "fairer" than in the present system: at best the allocations to a few areas and districts would be brought into line. But there is no evidence that the present allocation is "rational," though this proposition could be fairly easily tested.
Indeed a cursory examination of the data available indicates that the proposition may well not be valid, and that, in the N.H.S., areas with low levels of provision may often have high levels of need. 9 It is therefore likely that it will be practicable to construct a formula which is "fairer" than the present system. If policy makers wanted to make allowance for the creation and maintenance of "centres of excellence," this could be specified, and incorporated into the formula. developed based wholly on the population, its medical needs, and social conditions. The result of applying this formula was politically unacceptable and so two changes were introduced. Firstly, it was decided not to touch the existing money regional hospital boards received, and, secondly, other factors-"beds" and "cases"-were introduced which mollified the effect of "population" and ensured that if beds were present they would be funded and credit was given for performance with the "cases. " Nobody knew what the balance should be between the three factors of "population," "beds," and "cases," nor how quickly it would be possible to move to a "population"-only based formula with medical and social factors added.
Eventually, in the financial year 1971-2 the Department of Health introduced the formula with a weighting system of 2:1:1 for "population," "beds," and "cases" respectively. In addition, it was proposed to phase out revenue consequences of capital schemes (R.C.C.S.) so that they would disappear by the financial year 1977-8. By this time "beds" might be phased out as the population element is further refined.
The factors are derived from the following data: Population.-This is based on the expected number of beds used for 10 age bands and each sex and calculated by applying national age/sex specific inpatient bed use rates from the Hospital The cost of regional services are added. London weighting and clinical teaching costs as above are taken into account.
Cases.-This factor is intended to reflect performance. It is based on the number of discharges and deaths, new outpatients and day patients for each specialty heading and the same costings are calculated as for "beds."
